MARKEL 
FINANCIAL 
TOLDINGS 
LIMITED 


ANNUAL 
REPORT 
IDA 


Digitized by the Internet Archive 
In 2023 with funding from 
University of Alberta Library 


https://archive.org/details/Mark0320_ 1974 


MARKEL FINANCIAL HOLDINGS LIMITED 
500 University Avenue, Toronto, Canada M5G 1W1 


Directors and Executive Officers Transfer Agent and Registrar 
Stanley B. Markel, Chairman of the Board The Royal Trust Company 
Milton L. Markel, President Montreal Toronto Vancouver 


Graham E. Goodchild, C.A., Executive Vice-President 
Lewis C. Markel, Vice-President 

Doris |. Hilliard, Secretary-Treasurer 

Fraser M. Fell, Q.C., Partner, Fasken & Calvin 


John D. Schultz, Director, 
Dominion Securities Corporation 
Harris & Partners Limited 


Comptroller, David W. Clark, C.A. General Counsel 


Fasken & Calvin 
Toronto, Canada 


Share Listings 


Toronto Stock Exchange 
Montreal Stock Exchange 
Exchange Symbol MFH 


Subsidiaries 


Markel Insurance Company of Canada 


Markel Service Canada Limited Ruditore 


Associate Coopers & Lybrand 


M S Insurance Agency Limited Toronto, Canada 


Offices 
Montreal Toronto Calgary 


MARKEL INSURANCE COMPANY OF CANADA 


Directors and Executive Officers 


Stanley B. Markel, Chairman Maxwell L. Rapoport, Q.C., Partner, Rapoport & Cole 
Graham E. Goodchild, C.A., President Roger D. Wilson, Partner, Fasken & Calvin 
Doris |. Hilliard, Secretary- Treasurer Robert W. McDowell, Associate, Fasken & Calvin 


Milton L. Markel 
Lewis C. Markel 
George F. Ball, Consultant Comptroller, David W. Clark, C.A. 


MARKEL SERVICE CANADA LIMITED 


Directors and Executive Officers 

Milton L. Markel, President Joseph M. Gatt, Vice-President—Underwriting 
Stanley B. Markel, Vice-President John A. Hubbarde, Vice-President—Underwriting 
Graham E. Goodchild, C.A., Executive Vice-President 

Doris |. Hilliard, Secretary- Treasurer 

Donald W. Ross, Vice-President Comptroller, David W. Clark, C.A. 


MARKEL FINANCIAL HOLDINGS LIMITED 


To Our Shareholders 


Premiums developed and processed during the year 
increased 15.1% over 1973. Commercial truck insurance 
increased 12% and the balance of the increase resulted 
from property and motor truck cargo business. Commis- 
sion and fee income is not comparable to 1973 due to the 
elimination of intercompany transactions on consolidation. 
Net earnings for 1974 were $177,834 compared to 
$514,031 for 1973. Earnings per share were 26.3¢ and 
76¢ respectively. This drop in earnings was a result of an 
underwriting loss in Markel Insurance Company of Canada 
during the year. 

The underwriting results were severely affected by 
inflation. While the consumer price index for 1974 in- 
creased 10.9%, equipment costs in the motor carrier trans- 
portation industry experienced an inflationary rate increase 
of approximately 20%. With the current economic slow- 
down, it is expected that the motor carrier transportation 
industry will incur increases more in line with the overall 
inflationary trends. 

Underwriting results were also adversely affected by 
an abnormal series of large losses during the first half of 
the year. As part of your insurance company’s licensing 
requirements, we were obligated to share in the Facility 
pooling for poor automobile risks which resulted in cost 
before tax of $85,000. The method of sharing for 1975 
has been amended and Markel’s portion will be reduced by 
approximately 80%. 

We continued concentrating on our underwriting 
programs during 1974 and increased insured safety 
requirements and controls. During the year we substan- 
tially reduced the number of road observation reports 
provided on a fee basis to non-insureds with the view to 
concentrating on insured safety controls both on the high- 
way and through contacts at the insured head offices. 
These measures resulted in mid-term and renewal premium 
increases plus weeding out those accounts with poor 
safety attitudes and accident records. Our rates are being 
established with a view to absorbing future inflationary 
impacts. We feel confident that as we enter 1975, we have 
a sound book of business in force, and that our efforts 
over the past year will reduce the trend of underwriting 


losses. We should show a significant improvement over 
the underwriting results of 1974. 

It is now clear that 1974 will prove to be the most 
disastrous underwriting year in the history of the Property 
and Casualty Insurance business in Canada. The under- 
writing loss to the industry could well exceed $250 million. 
Investment income in prior years has more than offset 
underwriting losses; however, 1974 results will prove 
marginal overall. The marginal results when combined 
with the market value deterioration of the investment 
portfolios, has forced many companies to reduce their 
premium writings, creating a capacity shortage. With few 
exceptions, practically all companies are tightening their 
underwriting requirements, and are increasing their rates 
to a sounder basis. Premium rate levels in the industry 
were adjusted in July 1974 and again in January 1975. 
It appears that further increases will take place during 
1975 as more updated statistics are obtained on the 
industry's 1974 results. 

With the combined capacity shortage and improve- 
ment in the rate levels our entrance into other commercial 
insurance areas is imminent. We have delayed entering 
these areas until the chaotic market conditions and pric- 
ing changed. It is obvious that in view of industry results 
for 1974, the decision was a wise one. In the meantime, 
we have developed reinsurance facilities to enable us to 
enter other areas when the time is right. Your company is 
now in an enviable position to absorb the additional 
premiums we can generate through these programs at 
adequate rates and form a sound base, at a time when 
many other insurance companies are forced to reduce 
their premium volume. 

A major source of revenue is the investment income 
generated by the funds in our insurance company. As 
more insurance areas are developed, a larger pool of funds 
will be established generating further increases in invest- 
ment income. Fortunately, because of our investment 
policy of investing primarily in fixed income securities and 
maintaining a strong cash position we were not severely 
hit by the decline in the securities market as were many 
other insurance companies’ investment portfolios. The 


overall value of the portfolio has, of course, improved since 
the year end in conjunction with the improved security 
markets. 

Markel Financial operates through two subsidiaries 
and an associated company. 

Markel Insurance Company of Canada is licensed 
federally and in each province. It provides insurance 
underwriting capacity for the group, and in addition, 
has entered into reinsurance agreements on international 
coverages to obtain a geographical and class spread of 
risk within its insurance portfolio. 

Statutory regulations require an adequate level of 
assets to meet the liabilities of the company. Canadian 
companies must maintain assets at market value in excess 
of 115% of liabilities as reported in the Annual Statement 
to the Superintendent of Insurance. At December 31, 
1974 Markel Insurance had a statutory asset surplus in 
excess of $2.7 million. This strong base places the com- 
pany in a position to develop during 1975 at a time when 
many other companies are reducing their premium volume 
due to marginal positions in this test, resulting from the 
decline in their overall investment values. 

Markel Service Canada Limited is an insurance 
management company providing underwriting, claims and 
safety services for the insurance company and its insureds. 
It also develops all the financial and management reports 
required for the group. During the year we arranged the 
necessary reinsurance to write commercial property in 
addition to our previously arranged Aviation contract. 
We have proceeded slowly in property as the highly 
competitive market conditions and pricing have prevented 
us from developing at a rapid rate. Its business is produced 
through licensed insurance agents and brokers throughout 
Canada and is a firm believer in, and supporter of, the 
Independent Insurance Agency system. 

MS Insurance Agency Limited, an associated com- 
pany, holds the insurance agency licenses in several 
provinces where we operate. Markel Financial holds 100% 
of the common stock and the voting preferred shares are 
held by senior members of the executive to meet insurance 
department requirements. This entity enables us to develop 


other insurance markets for specialized commercial 
insurance coverages and risks that we do not write in our 
own company. 

In June, Mr. John A. Hubbarde joined the organization 
as Vice-President of Markel Service to develop the neces- 
sary underwriting, administrative and reinsurance facilities 
to enter other commercial insurance areas. Previously, he 
held senior management positions in Canada with a major 
American insurance group. 

In September, the Board of Directors of Markel 
Service was increased and Messrs. Joseph M. Gatt, John 
A. Hubbarde and Donald W. Ross, Vice-Presidents of the 
company were elected to the Board. 

In this period of anxiety with the general economy, 
many are apprehensive about the future. We certainly share 
this concern; however, we view the immediate future with 
cautious optimism and regard 1975 as a year of challenge 
and great opportunity. Your management feels that we 
have the organization and expertise to successfully meet 
this challenge and are prepared to exploit the opportunities 
offered as they may develop. 

The foundation of our organization is built on the 
dedication of our employees and the support of our 
Independent Insurance Agents, whom we thank for their 
continued support and loyalty during 1974. 


WM 6 Mosk 


Milton L. Markel, 
President 


Graham E. Goodchild, 
Executive Vice-President 


MARKEL FINANCIAL HOLDINGS LIMITED 


and subsidiaries 


Consolidated balance sheet 
As at December 31, 1974 


ASSETS 


CASH, ACCOUNTS RECEIVABLE AND PREPAID EXPENSES 
Cash and short-term deposits 
Accounts receivable 
Accrued interest 
Prepaid expenses 
Prepaid premium acquisition costs 


Income taxes recoverable 


INVESTMENTS 


Bonds — at amortized cost (market value — $4,010,988 ; 1973 — $2,941,750) 
Preferred stocks — at cost (market value — $395,825; 1973 — $360,280) 
Common stocks — at cost (market value — $335,052 ; 1973 — $395,290) 


Investment in associated company (note 1) 


OTHER ASSETS 


Receivable from trustee of employee stock purchase plan 


Equipment and automobiles — at cost, less accumulated depreciation 
(1974 — $108,446; 1973 — $96,452) 


SIGNED ON BEHALF OF THE BOARD 


HW XL Wosk I 


Director 


ZL LL 


Director 


1974 


$ 


2,333,609 
3,974,374 
100,417 
52,491 
205,959 
275,645 


6,942,495 


4,234,249 
518,024 
532,351 

12,730 


5,297,354 


204,950 


116,507 


321,457 


12,561,306 


1973 


1,781,503 
4,400,297 
89,592 
61,592 
94,963 
11,655 
6,439,602 


3,046,327 
419,524 
470,992 

2,728 

3,939,571 


231,000 


89,393 
320,393 
10,699,566 


LIABILITIES 


ACCOUNTS PAYABLE 


Accounts payable and accrued liabilities 
Premium deposits 

Provision for claims 

Income taxes payable 

Dividend payable 


UNEARNED PREMIUMS 
DEFERRED INCOME TAXES 


SHAREHOLDERS’ EQUITY 


CAPITAL STOCK (note 2) 


Authorized — 
1,000,000 common shares without nominal or par value 
Issued and fully paid — 
676,000 common shares 


RETAINED EARNINGS 


1974 


$ 


2,517,762 
638,025 
3,120,994 


33,800 


6,310,581 


813,279 
63,260 


7,187,120 


4,162,700 
1,211,486 


5,374,186 
12,561,306 


1973 


2,290,097 
764,078 
1,394,890 
401,000 
33,800 
4,883,365 


444,449 


40,200 
5,368,014 


4,162,700 
1,168,852 
5,331,552 
10,699,566 


MARKEL FINANCIAL HOLDINGS LIMITED 


and subsidiaries 


Consolidated statement of earnings 


for the year ended December 31, 1974 


OPERATING INCOME 
Premiums earned 
Commission and fee income 


INVESTMENT INCOME 
Interest and dividends 
Associated company (note 1) 


Realized gains on disposal of investments 


EXPENSES 
Losses on claims incurred 


Operating expenses 


EARNINGS BEFORE INCOME TAXES 
PROVISION FOR INCOME TAXES 
NET EARNINGS FOR THE YEAR (note 3) 


EARNINGS PER SHARE 


Consolidated statement of retained earnings 


for the year ended December 31, 1974 


BALANCE — BEGINNING OF YEAR 


Net earnings for the year (note 3) 


Dividends 


Share issue and incorporation expenses written off 


BALANCE — END OF YEAR 


1974 


$ 


4,804,630 
720,579 


5,525,209 


521,904 
10,002 


18,893 


550,799 


6,076,008 


4,264,098 


1,504,876 
5,768,974 


307,034 
129,200 


177,834 
26.3¢ 


1974 


$ 
1,168,852 
177,834 


1,346,686 


135,200 


135,200 
1,211,486 


1973 


2,354,211 
1,295,266 


3,649,477 


353,723 
2,610 
26,914 


383,247 
4,032,724 


1,847,329 


1,204,064 
3,051,393 


981,331 
467,300 


514,031 
76.0¢ 


Ags 


$ 


795,523 
514,031 


1,309,554 


135,200 
5,502 


140,702 
1,168,852 


Consolidated statement of changes in financial position 


for the year ended December 31, 1974 


SOURCE OF FUNDS 


Operations — 
Net earnings for the year 
Depreciation 


Deferred income taxes 


Proceeds from disposal of fixed assets 
Decrease in advance to trustee under employee stock purchase plan 
Increase in unearned premiums 


Decrease in cash, accounts receivable and prepaid expenses over accounts payable 


USE OF FUNDS 
Purchase of fixed assets 
Dividends 


Share issue and incorporation costs written off 


FUNDS AVAILABLE FOR INVESTMENT 
INVESTMENT FUNDS — BEGINNING OF YEAR 
INVESTMENT FUNDS — END OF YEAR 


1974 


177,834 
41,907 
23,060 


242,801 


28,707 
26,050 
368,830 


924,323 
1,590,711 


97,728 
135,200 


232,928 


1,357,783 


3,939,571 
5,297,354 


1973 


514,031 
34,840 


40,200 


589,071 
20,325 


444,449 


187,238 
1,241,083 


60,790 
135,200 
5,502 


201,492 


1,039,591 


2,899,980 
39o0,071 


MARKEL FINANCIAL HOLDINGS LIMITED 


and subsidiaries 


Notes to consolidated financial statements 


for the year ended December 31, 1974 


1. Summary of Accounting Policies 


The accounting policies followed by the company are set out for 
significant items as follows: 


Principles of Consolidation— 

The consolidated financial statements include the accounts of 
the subsidiaries, Markel Insurance Company of Canada and 
Markel Service Canada Limited. 


The investment in M S Insurance Agency Limited, an effectively 
controlled associated company, is accounted for on the equity 
basis. 


Premiums— 


Premiums are taken into income evenly throughout the terms of 
the related policies. As premium deposits secure the payment of 
premiums and are refundable, they are not taken into income 
unless default in payment of premiums occurs. 


Investment Income— 


Interest is recorded as income as it accrues. The discount or 
premium on a bond or debenture is amortized during the term 
in which the investment is held and is amortized at a rate 
which will provide for the amortization of the discount or 
premium by the maturity date. 


Dividends are recorded as income on the record date. 


Gains and losses realized on the disposal of investments are 
taken into income on the date of disposal. 


Premium Acquisition Costs— 


The costs incurred in acquiring premiums are deferred and then 
amortized over the same period as the related premiums are 
taken into income. 


Claims— 


Claim provisions are established by the “‘case basis” method as 
claims are reported. The provisions are subsequently adjusted 
as additional information on the estimated amount of a claim 
becomes known during the course of its settlement. A 
provision is also made for claims incurred but not reported based 
on the volume of business currently in force and the historical 
experience on such late reported claims. 


2. Capital Stock 


200,000 of the issued common shares of the company are subject 
to an escrow agreement, which requires the consent of Securities 
Commissions in certain provinces prior to their release from 
escrow. 


3. Statutory Information 


The aggregate remuneration paid to the directors and officers of 
the company, as required under the Canada Corporations Act, 
was as follows: 


Number of directors of the company 7 


Aggregate remuneration as directors by 
Markel Financial Holdings Limited $1,800 


Number of officers of the company 6 


Aggregate remuneration as officers by 


Markel Service Canada Limited $81,369 


There are six officers of the company, five of whom are also 
directors of the company. 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet of Markel 
Financial Holdings Limited and subsidiaries as at December 31, 
1974 and the consolidated statements of earnings and retained 
earnings and changes in financial position for the year then ended. 
Our examination included a general review of accounting 
procedures and such tests of the accounting records and other 
supporting evidence as we considered necessary in the circum- 
stances. 


In our opinion these consolidated financial statements present 
fairly the financial position of the companies as at December 31, 
1974 and the results of their operations and the changes in their 
financial position for the year then ended, in accordance with 
generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


COOPERS & LYBRAND 
Chartered Accountants 


Toronto, Canada 
March 4, 1975 
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